~_— A
Birch

telecom

Triennial Review Presentation:
UNE-P as a Transition to Faclilities-Based Service for

DSO Customers
Ove { ;
Commissioner Kathleen Abernathy S %
= m
{ Bl
R February 6,2003 £ = =
I - 3 o D
! 2
g
| : Dave Scott, President and CEO c_';'.:"‘:)‘\ o
| 0 Greg Lawhon Senior Vice Presidentand General Counsel
Y N =
—
_ P
15637681 REDACTED- FOR PUBLIC INSPECTION g

a3M4 31v1 HO 31dvd X3

TVNIDTEO



$2011J () Sa[eS Aqieau Aq paAlas SIOYIBJA] AIBPUOIDS
20UJO S2[ES W

SpUBIS) O
nsuyofsndion

' ooy ues
S [
B UOJSNOH

'l JUOLIneEag

BLIOJ!
UDjSaAjeD)

upsny
L]

I _..__r + aydwa | % o
ek |
e _ﬁ:mm___z osed |3 m
o™ auaay o

YHOM 1O
seledm mm s
L]

Buiag

AlawoBiuop
|

uojsajey) |
weybuiang

B s|je 4 BUUIIAN

m EBOCUEREYD W qiudwap ArD BWOUBRO
=

Oy
|

ajopeys W

UDIES-UoISUIAA H SfjIAXOUY
joloqsuasis) B W 3||IAUSEN BsinL
[ ]
uosuIYIINH
sINgT 1S m Buodwy | o
. *sABH
Ko sesuey Euﬂ_a 1 " cuies
ydesor 18 m Uejjeluepy
% A
LLI023|3] aAIaS S\ 2I9UM

<340
g



Birch’s Circuit Switch Network telecom
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UNE-P E Critical For Birch's Transition To Facilities-Based Service; Circuit Blt.e'le‘E!r‘n
Switches Cannot Be Used Te Serve The Mass Market

« There are a number of economic impairments that make 5E-Based DS0 service
unworkable, regardless of customer size Or density.

- Birch has prepared a cost analysis that demonstrates that it is not economically
viable to use Birch's depioyed 5Es to service DS customers.

* In an additiona! analysis, Birch demonstrates that the availability of DS0 EELs
does not, contrary fo some speculation in the record, improve the economics of
serving DS0 customers from Birch's switches.

— DS0 EELs are much more capital intensive than UNE-P, further lowering profitability.

The net present value for a 4 line customer served via DS0 EELs is-§__ per ling' & the end of year
land -$___ perline2at the end of year 5. At current SBC prices, DS0 EELs simply can't be
profitable.

— The high costs of transport, mulliplexing and cross-connecis for a DSO EEL configuration prevent

prafitability. Contribution margin for a4 line customer under a DS0 EEL scenario isonly §__ per
month vs. about $  per month under a UNE-P scenario-

(continued)

1) 4lines @5 =%
2) 4lines @ -5___=-%
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Any Transition Plan Must Allow the States to Review BIIT:II

Market-Specific Conditions (continued) telecom

» The FCC should leave switching on the UNE list at the DS0 level and
permit parties to petition state commissions to overcome a presumption
in favor of retention pursuant to an impairment analysis.

« Among the factors that the FCC should instruct state commissions to
consider in performingtheir USTA-informed impairment analysis are:

— The status of next-generation facilities within the state.
— The mass market penetration of next-generation facilities-based carriers.
— Whether any other developments have changed the picture, including:

» Has the hot-cut process improved sufficiently in reliability, scalability, and cost to
materially improve the economics of providing circuit-switched based setvice?

. Are their unigue, market-specific customer-density features that provida for an
exceplion to the rule that circuit-switches are not viable for mass market service?
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Economic impairments

 Providing service to DS-0 customers using current Class 5 switches is
uneconomic.
- Expensivetransport and cross-connect charges erode gross margin.
— High unit capital costs in the concentrator equipment and Class 5 switch.
— No scale achieved in the access network.
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Birch

Current Alternatives Also Don’t Work telecom

e EELs

= CurrentiLEC pricing makes this option uneconomical
« Reduction in capital expenditures are outweighed by increase n inter-office trangort costs

— Creates additional operational issues

- UseILEC Multiplexers Instead df CLEC Concentrators
— Hightransport costs outweigh reduction in capex
— Additional operational issues
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UNE-P b Critical for Birch’s Transition to Facilities-based Service telecom

« Circuit-switch deployment is not an alternative: it is not viable to serve
the mass market (i.e. customers too small for a T-1).

— There are a number of economic impairments that make 5E-Based
DSO service unworkable, regardless of customer size or density
(see following slides).

= Inaddition, there are numerous operational impairments (see
following slides).
. The bottom line: if there is going to be mass market
(i.e. DSO) competition for the foreseeable future and until packet
switching is available for broad deployment, it is going to continue to
come from UNE-P providers.




DS-0 Architecture

Friday, December 06.2002

Birch POP ILEC Tandem Office ILEC Wire Center Customer Premise
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Operational Impairments 'M

«  Operational impairments exist and occur mainly surrounding the
process o transferring service from Bell facilities to CLEC facilities (i.e.,
the "hot cut" process).

LR I )

- PriortoCL  order i the CLEC must recognizes; Coultimsatato e i,
circuit inventory conflicts, ¢ else the loop igrati  order #Hiberei 4 ity SWB.

= Extended time frames/standard due date intervals on loop migration orders can be up to 6 days.

- SWBhas an ag(?:%?-tf Lréigg)limitd 10 numbers (e.g., 10 analog lines; 1 DS-1 trunk) per central

office per hour
= Tt . o iftand  ng-aticn proce € physical i the lodp e the SWB switch
port  the CLEC switch oort) creates @YW e 2froma service aisruoti)n tg disn
that ti
= The p teatial for extended disruptions in se titates t dispatchofaCi  technician
tn tha rustomar premise for the duration of the service nigratiol to assist in the &
tuti  ffort
-V 1 «cu s atthet  ofthehot ¢t the CLECis ruz  100%relianton SWB ; identify
the root cause and n t jitik , o creating extenaed outages. :
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Binch Telecom. Inc.
Valuation Analysis of Facility Based DS-0 Customers

EEL Anchitecture

{3 Per Line)
income Staternent Month 1 Month 2
Revenues

Cast of Services
UNE Loop/Port
Lo
T1 Transport, MUX & Cross Connects
Entrance Facility
SE Switch Taxes, Labor, Rent
Total Cost of Service
Groxs Mangin
SGaA'
Depreciation and Amortization
Operating Income
Taxes

Nat Present Vaiue (Cast of Capital = 18%)
Year 1
Year 2
Year3
Year 4
Year 5

Noles

Month3 Month4 MonthS Monthé Month7 Month8 Month 9

1) Inciudes only direct, incremental expense. Exclydes 5% of lotal SGAA expenses
Fi] Muodydm.mmmalcapﬂalexpendm. Excludes sunk and conmmon costs.

3) Inciudes $71/Line of Bell NRCs

REDACTED —= FOR PUBLIC INSPECTION

Month 10 Month 11 Month 12 Year 2

Year3

Year 4

Year5



